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SUBJECT: Low I nconme Housing Credit/Includes Qualified Farmwrker Housing Credit

SUMVARY

Under the Personal Incone Tax Law (PITL) and the Bank and Corporation Tax Law
(B&CTL), this bill would repeal the farmwrker housing credits for construction
or rehabilitation of qualified farmwrker housing and for conmmercial |enders for
a portion of the foregone interest incone on |loans related thereto. This bil
woul d add, under the | owincone housing credit provisions, $500,000 for

f ar mnor ker housi ng.

Thi s anal ysis does not discuss the bill’'s insurance taxation provision as it does
not inpact this departnent.

EFFECTI VE DATE

As a tax levy, this bill would take effect imediately upon enactnent and apply
to taxabl e and i ncone years begi nning on or after January 1, 2000.

LEG SLATI VE H STORY

AB 1903 (2000) would permt the state | owincone housing tax credits to be
transferred, sold or assigned separately fromspecified | owincone tax credits.

AB 1626 (Stats. 2000, Ch. 3) increased the aggregate allocation anmount for the
| owi ncone housing credit to $50 million for each cal endar year after 1999.

AB 97 (Stats. 1999, Ch. 893) provided that the chapter authorizing the Tax Credit
Al l ocation Conmittee (the Conmttee) to allocate the credit would remain in
effect as long as the federal |owinconme housing credit is in effect.

AB 168 (Stats. 1998, Ch. 9) increased the maxi mum all ocation anobunt to $50
mllion for cal endar years 1998 and 1999 only.

SB 38 (Stats. 1996, Ch. 954) created the farmworker housing credit.

BACKGROUND

To date, no farmmorker housing credits have been clained or allocated under
current law. Thus, the unallocated anpunts for the 1998 and 1999 cal endar years,
totaling $1 mllion dollars, would be added to subsequent year's aggregate
maxi mum credit amount avail able for all ocation.
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SPECI FI C FI NDI NGS

Existing federal law allows a credit to an owner of a qualified | owincone
housi ng project that is constructed, rehabilitated, or acquired. The credit is
cl ai med over a 10-year period that generally begins with the tax year the project
is placed in service. The credit is clainmed as part of the general business
credit, which allows unused credits to be carried back one year and carried
forward 20 years. The credit amount is based on the specified “applicable
percentage” of the qualified basis of each qualified | owinconme building. The
“appl i cabl e percentage” varies depending on several factors, including when the
housi ng was placed in service and whether it was federally subsidized. A state
authority created to oversee the process nust allocate the credit. A qualified
| owi ncone housing project is any project for residential rental property that
meets the specified requirenents for |owinconme tenant occupancy and gross rent
restrictions. The property must continually conply with all requirenments

t hroughout a 15-year conpliance period or a portion of the credit nust be
recapt ured.

Current state |law conforns to federal law with sone nodifications, as foll ows:
 The state credit is clained over four years, rather than 10.
@ The state credit is limted to projects located in California.

@ The state credit specifies different “applicable percentages” upon which the
anount of credit is conputed.

@ The Conmmittee is allowed to allocate an annual maxi mum of $50 million, plus
unused or returned credit anounts fromprior or current years. The Commttee
provides listings of qualified taxpayers to the Franchi se Tax Board.

@ The state credit allows a corporation to assign any portion of the | owincone
housing credit to one or nore affiliated corporations, provided the affiliation
i s 100% owner shi p.

 The state credit may reduce the regular tax below the tentative mninmmtax for
pur poses of the alternative mninmmtax cal cul ation

The state credit may be carried over until exhausted if the credit exceeds the
t ax.

Current state law allows a credit for 50% of the qualified anbunt of costs paid
or incurred for construction or rehabilitation of qualified farmwrker housing
within this state that satisfies the requirenments of the Farmworker Housing
Assi stance Program Current state law allows a credit to commercial |enders
equal to 50% of the foregone interest inconme on | oans used to finance qualified
expendi tures for qualified farmwrker housing.

The taxpayer is required to 1) obtain credit certification fromthe Comrttee
prior to paying or incurring costs; 2) retain a copy of the certification; and 3)
provide the certification to the FTB upon request.

If the credit certification is obtained by fraud or m srepresentation, the entire
anmount of the credit previously allowed (as well as the applicable interest



Assenbly Bill 1811 (Reyes)
I ntroduced February 3, 2000
Page 3

anmount) must be added to the taxpayer's tax in the taxable or incone year in
which the fraud or msrepresentation is identified. |If a taxpayer fails to
comply with the requirements of the Enpl oyee Housi ng Act, the Farmworker Housing
Assi stance Program or any other requirements contained within the tax credit
section, a prorated anmount of the credit previously all owed nust be added to the
taxpayer's tax liability.

The aggregate anmount of credits granted for both PITL and B&CTL taxpayers for
buil ding or rehabilitating farmwrker housing and for banks and financi al
corporations for foregone interest on farmwrker housing | oans may not exceed
$500, 000 for any cal endar year, increased by an anount equal to any unall ocated
credits from precedi ng cal endar years. The credit is not allowed unless the

t axpayer constructs or rehabilitates the property subject to the restrictions

i nposed by the Revenue and Taxation Code and the Farmworker Housi ng Assi stance
Program and the credit may not be claimed until the first taxable or incone year
during which the construction or rehabilitation is conplete and occupi ed by
eligible farmwrkers.

This bill would repeal the credit for construction or rehabilitation of
farmvor ker housing for PITL and B&CTL taxpayers, as well as the credit for banks
and financial corporations for foregone interest on farmwrker housing.

Under the |lowincome housing credit allocation, this bill would specify that
$500, 000 be allocated to qualified farmwrker housing.

This bill would define "qualified farmwrker housing" as housing | ocated w thin
this state that satisfies the requirenments of the Farmworker Housi ng Assi stance
Program The housing may be vacant or occupied and unlicensed at the initiation
of construction or rehabilitation. This bill specifies that a farmwrker housing
"credit" would not be allowed unless the taxpayer constructs or rehabilitates the
property in accordance with the codes, covenants, conditions, and restrictions of
the |l ow i ncome housing credit and the Farmworker Housing Assi stance Program

Requi rements include but are not limted to a requirenent that the taxpayer
obtain, for Conmittee approval, a construction cost audit and certification of
eligible costs froma qualified accountant and that subsequent to the
construction or rehabilitation, the taxpayer owns or operates, or ensures the
owner shi p or operation of the farmmrker housing, pursuant to the requirenents of
this section.

Because the farmwrker credit is located within the | owinconme housing credit
section, the farmworker credit would reduce the regular tax below the tentative
m ni num tax for purposes of the alternative mninumtax cal culation. Under
present |aw, the farmwrker credit cannot reduce regular tax bel ow m ni mumt ax.

| npl enent ati on Consi derati ons

O Pursuant to author's staff, the author intended to provide a farmworker
housing credit within the existing | owinconme housing credit structure.
Inits current form this bill does not neet the author's intent. The
state |l owincome housing credit nodifies the credit all owed under federal
| aw. However, the federal credit does not allow farmwrker housing to
gqualify as a | owincome housing project.

Significant additional nodifications would be needed to allow a
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farmwrker credit under the | owinconme housing credit and would further
di stance the state credit fromthe federal credit.

O Also, pursuant to author's staff, the $500,000 limtation for farmwrker
housi ng shoul d be included under the current |aw $50 million aggregate
anmount for the | owincome housing credit. However, in its current form
it is unclear whether the $500,000 is in addition to the $50 nmillion
earmarked for the |l owincome housing credit or included in the $50
mllion aggregate cap. Carification is need.

O Definitions are needed for "construction,"” "rehabilitation," "Farmwrker

Housi ng Assi stance Program " and "Enpl oyee Housing Act."

O Wthin the definition of "qualified farmwrker housing,” this bil
specifies that subsequent to the construction or rehabilitation of
far mmor ker housi ng, the taxpayer "owns or operates or ensures the
owner shi p and operation of the farmworker housing pursuant to the
requirenents of this section.” However, no requirenments are provided.

O This bill specifies that the farmwrker housing need not be |icensed at
the initiation of construction or rehabilitation;, however, it does not
i ndi cate whether it should be |icensed at the concl usion of construction
or rehabilitation to qualify.

Techni cal Consi derati on

Unl ess the author intends to elimnate the increased the cap from $35
mllionto $50 mllion, the bill should be anended to reflect current | aw.

FI SCAL | MPACT

Departnental Costs

Wth the inplenmentation considerations resolved, it is anticipated that the
department costs would be m nor.

Tax Revenue Esti mate

For the purposes of the revenue estimate, this analysis is based on the
author’s intent that the farmmrker credit be part of the total $50 million
| ow-i ncone housing credit, not an additional $500,000 credit under the same
provision as the bill could be interpreted.

Based on that assunption, the revenue inpact of this bill is estimted to be
a revenue gain of $500,000 or |ess annually, since the conmbined (Iowincone
housi ng and farmwor ker housi ng) maxi num aggregate credit anmount that could
be allocated for the two prograns woul d be reduced from$50.5 mllion to $50
mllion.

BOARD POSI T1 ON

Pendi ng.



